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1 Country Context and Methodology

Burkina Faso was deemed eligible to develop a second compact by the Millennium Challenge Corporation
(MCC) Board of Directors in December 20¥ter successfully completing an initial compact in 2014.

The Development Team representing the Government of Burkina Faso and MCC reached agreement on the
binding constraints to economic growth for Burkina Faso in August 2017.

1.1 Country Economic Context

Burkina Faso is a francophone West African country with a GDP per capita of $650 and a population of

18.6 milionn.Usi ng the Worl d Bank’ s $aver§lhe, 48R Percpneofitsd ay i n
population is considered poper the 2016 poverty swy. With rising growth in GDP since the early to

mid-1 9 9 (overty rates have dropped dramaticéityn 51.1% in 2003however, due tbigh rates of

population growth, absolute humbers of poor have not dropped substaiii/Burkina Faso remains

a high povertycountry (World Bank, 2017).

Within Burkina Faso, there are great regional disparities in income and poverty, as well as disparities in
socioeconomic status by gender and &igufel-1). Poverty in Burkina Faso is much higher in rural than

in urban aread he most recent data on poverty at national poverty lines shows strong differences by region,
with the highest poverty rates in the Noriast, CenteWest and Boucle du Mouhoun regions (INSD,
2015).

Figure 1-1. Poverty Incidence by Region in Burkina Faso
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Source: Burkina Faso Institute for National Statistics and DemogréN8D) (2015)

Burkina Faso has experienced consistent growth in GDP per capita in recentigesed(2). As in many

West African countries in the regiomalbnetary union, the devaluation of the CFA Franc in 1994 marks a
turning point i n BuPHortothis devalsation,Burlgna Basct ekperiericesd fower y .
and more variable growth rates, with an average growth rate of GDP per capitgpefcki@t per year.

After the devaluation, growth rates of GDP per capita rose to an average of 2.9 percent per year.

5



Remarkably, growth performance of Burkina Faso has been slow but steady in thenlogigtive to other
low income countries (LICsParaaxically, this steady slow growth is happening without any notable

structural change (Koussoubé et al. 2014).

Figure 1-2. Growth and Poverty in Burkina Faso
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Despte this consistent growth, manufacturing as a share of-aaldedin Burkina Fasdias fallen steeply
both in absolute terms and relative to comparators over the past 28garsl-3). The premature decline
in share of manufacturing in vakeed ded r el ati ve to
indicator of underlying problems in the economy which erode its caatipa advantage in higher value
added productsThis decline isot prima facie evidence for a constraint in itself, @nlikely partially
driven by privatization of statewned enterprises in the early 199Bscontrast, exports in mining have
increagd sharply since 2008, reflecting a recent gold bagatd primarily dominates exports in Burkina
Faso, followed by raw cotton, other oily seeds, coconuts, brazil nuts and cashews and raw zinc.

Figure 1-3.Bur ki n a [edirsng Blanufacturing Sector
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As part of the West African Monetary and Economic Union (UEMOA), Burkina Faso benefitgfeom
following:

A stable currency with low inflation rates

Has good indicators of macroeconomicrnagement

Inflation has a relatively low longun average of five percent

Growth rates of government expenditure have been largely under control singe 1983

The ratio of external debt to GDP has remained low after debt forgiveness uniertitaeral Debt
Relief Initiative (MDRI) and the Heavily Indebted Poor Countries (HIPC) debt forgiveness initiative.

=A =4 =4 4 =9

One outstanding question, as for other members of UEM®whether the exchange rate msentially
overvalued to the det r i.ieevidenocefon tBisowekerisinat cdhelusice’ s e x p
(EttarNkwelle et al, 2010).

The challenge for Burkina Faso is how to sustain and strengthgnativeh and poverty reduction that i

has experienced over the past 25 ydars.r k i n aagriEuliuseaminisg, andservice sectors have been

engines of overall growthDevelopmentin the agricultural sector in particular has been the largest
contributorto steep declines in headcount povektgwever, he recent literature on Africa and structural
transformation suggests that manufacturing and services growth, and employment transitions out of
agriculture, are key to longerm poverty reduction (McMillarand Harttgen, 2014)Encouraging the

creation of valueadded in the more fact@andskills-intensive manufacturing and services sectors may thus

be the next chapter in Burkina Faso’'s poverty red

To foster its economic growth and poverty aligign Burkina Fasacould perhaps take advantage of the
seemingly relative stability that has prevailed siitgsuccessful democratic election2016.Still, there
are pocket of insecurity, notably in the northern part of the counfmfowing the rewlution that osted
president Blaise Campaore in 201Hde failed military coup attempt in 201&nd the terrorist attack in
Ouagadougou in 2016 that preceded the electidrese places of political instabilityose serious
challenges to the country as hale.

1.2 Constraints AnalysisProcess

The CA process was jointly led by the Development Team from the Government of Burkina Faso (GoBF),
L6Unit® de Coordination de | a FUOCHBurkina)twithbsuppattu s eco
from students fromthedni ver sity of Ouagadougou, and MCC’'s Bur
led by the Economic Analysis (EA) team membBetween February 2017 and August 2017, the technical

teams undertook a desk review of available data and evidence on constigiotgtan Burkina Faso and

also took part in focus groups and eareone consultations with a wide variety of stakeholders, including
government, private sector, civil society and{gavernmental organizationbhe findings of the CA were
reviewed by MCCt ec hni c al peer reviewer a watefoarall ealidatgd MCC' s
through both intensive review wounthy workstop Held atthe Mi ni
end of August 2017.

The CA methodology follows the Growth Diaggtics approach developed by Harvard University
economists.The goal of the analysis is to use a systematic;dtatan approach to determine which factors

of a country’s economy are the greatest Tenstrai
integrated CA process includes data and analyses from gender and social inclusion (GSI) and finance,

'Hausmann, R, Rodri k, D., & Vel asco, AMmeri¢ad Dedebopment” Gr o wt |
Bank.



investment and trade (FIT) perspectivk CC analyses for both sectors was supplemented by contracted
servicesIn the case of GSI, MCC contracted a Wftcan gender and political economy expert to draft

an issues paper, which was distributed to the CA team in advance of the first technical mission in April.
Under FIT, MCC contracted with Dalbe@lobal Development Advisor® produce two analyses on

finance and productive sectors, respectivEhe contributions from these two teams were critical to the
analysis of Bur ki na F amxaré detailecnoore inrpnexpsrharsddnt ed her e

2 Summary of Constraints Identified

The Development Teamnd MCC identified the following two binding constraints to growth in Burkina
Faso:

1. High Cost, Low Quality, and Low Access to Electricity:Burkina Faso has a high cost of electricity
and | ow quality of service, Itityidegpendentsegtourkinans’' abi
Faso also has very low rates of access to electricity

2. Lack of a Skilled Workforce: Burkina Faso has low rates of school enroliment and low educational
attainment, despite returns to schooling that appear to be increasingnee. This, combined with
some specific skills deficits, poses a major obstacle to private investment and entrepreneurship.

Both of these constraints result in high factor costs to firms looking to operate or expand their operations

in Burkina FasoReturns on investment are low, especially in skiknd energyintensive sectordn

addition, both contribute to the uncertainty of production, and increasdaiskirms looking to produce

higher valueadded products or serviceSheger and better qui#y electricity will reduce hosueholts
expeditures on energy and i mprove firms’ product:i

The nstraintsAnalysis (CA) also identified three other importanbn-binding constraints related to
health, microeconomic risks, and overland transportatiorihe area of health, malaria is the greatest
contributor to lost disabilityadjusted life years, while childhood malnutrition is also sevEastly
microeconomic risks to businessnclude taxation and tax administration, as well as a burdensome labor
code and slow and exorbitant judicial procedundsth respect to transportation, Burkina Faso, a
landlocked country, still sufferrom poor transportationinfrastructure and inefficiencies in trucking
services, resulting in higshippingcosts, and redied potential for trade in goods.



3 Details onBinding Constraints
3.1 Electricity

High cost,poorquality, and lowaccess to electricitgreconsidered to be a binding constraint to growth in

Burkina FasoBur ki na Faso’ s energy sector is characteriz
the stateowned utility,Soci ét € Nati onal e d’ EBONABELTheséctordasden Bur ki
partially |liberalized and the Fond de Dével oppemi

SONABEL remains the only actor in charge of transport and distribulibe. stateowned Société
Nati onal e Bur ki naB@VNABHY,Hgmains a manopblyim ahage of tuel distribution
for the electricity utility.

Electricity supplyis expected to rapidlincreag in Burkina Faso, largely due tbe reinforcement of the
transmission | ines fr o(figuedi).h Ghana and Cote d’'Ilvo

Figure 3-1. Energy Supply in Burkina Faso by Source (GWh)
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Despitethis expectedncrease in suppjyaccess to electricity is limitednd current high prices and data on

outage frequency and duration suggest that SONABEL is not operating efficieaiis of urban access

are above 50 percent, but at 3 percent, BurkamoFhas one of the lowest rates of rural electrification in

Africa. Duetothese ow r ur al el ectrification rates, combi ned
overall rates of electrification are also low relative to other countries in Affigare3-2).

Figure 3-2. Electrification Rates for African Countries show Burkina Faso among the last eledrified
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Data on energy production and consumption from the United States Energy Information Administration
also show these are low relative to GDP per capita in Burkina Fapo€3-3 andFigure3-4).

Figure 3-3. Electricity Production versus GDP per Capita
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Figure 3-4. Electricity Consumption versus GDP per Capita
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Burkina Faso is an outlier in terms of the cost of energy, measured as the price per-kibowgttwh).
Relative to countries at similar levels of GDP per capith,e = Wo r | DdingBBasimdss dator 2017
indicate that the price is above trefdglre 3-5).

Figure 3-5. Global Prices for Energy (KWh) versus GDP per Capita
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Another measure of cost is the cost of energy as a percentage of income peAgajitady this metric,
Burkina Faso is an outlier and above treRidj(re3-6).

Figure 3-6. Cost of Energy Relative to Income per Capita versus GDP per Capita
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The quality of service is also poor, as reflected in the System Average Interruption Duration Index (SAIDI)

and System Average Interruption Frequency Index (SABdth the SAIDI and SAIFI are significantly

above the trend line, when plotted relative toREDper capi t a, indicating that
sector quality of service is relatively lowigure3-7 andFigure 3-8). The number of procedures required

to get electricity in Burkina Faso is below the averagsle the number of days to get electricity is above
averageindicatingarelatively well functioring operatioal systenmwith roomfor improvement

Figure 3-7. SAIDI versus GDP per Capita Figure 3-8. SAIFI versus GDP per Capita
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In this environment of low access, highstand frequent antngthyoutages, it is perhaps not surprising

that firms in Burkina Faso consider electricity to be a major constfaint. t he Wor | diseBank’ s
SurveyData, relative to a set of comparator countries, the percentage of firms considering electricity to be

a major or severe constraint is high, at above 50 perEgniré3-9).
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Figure 3-9. Firms Considering Electricity a Major or Severe Constraint
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When comparing measures of electricity sector outpuaaoess to growth and investment, analysis reveals

a possible correlation with private investment and groisticording tot h e  Wo r IDdingBuasimdss s
2017there is apositiverelationshipbetweenrelectricity generatiomnd gross fixed capital formation as a
percentage of GDP Similarly, access to electricity as a percentage of the populati@pdsted to be
positively associatedvith gross fixed capital formation as a percentage of Gtally, additional data

from the US. Department of Energy on annual electricity generation in Burkina Faso shows a positive

correlation between energy generation and investroaptured by the gross fixed capital formatimthe
private sectoas a share of GD@Figure3-10).

Figure 3-10. Total Electricity Generation and Investment in Burkina Faso
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In terms of circumventing the constraint, generator use among manufacturing firms is high but not high
relative to comparators, according to Enterprise SubDaggp Figure3-11).

Figure 3-11. Generator Use in Burkina Faso Relative to GDP per Capita
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Of themanufacturing firmsurveyed41.2 percent report using a generafimce energy is such a pervasive
issue among low income countries,sthisagés still slightly below the average for countries at similar
levels of GDP We note that Burkina Fasoeelative poor performancen indicators of access, price and
guality may influence the sample of firms that are able to survive in this esesgye environment, with
implications for how to interpret the data on generator use.

Finally, we report that energptensive manufactimg has been relatively declining as a share of GDP
(Figure 3-12). There are many factors that may have contributed to this dedlmehe privatization of
stateowned enterprisesn fact, privatization of statewned enterprises undire auspices of the structural
adjustment led to a decline of less efficient nfaoturing firms.

Figure 3-12. Burkina Faso Energy-Intensive Manufacturing Sector Composition compared to value
addedGDP over Time
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The drop in energintensive manufacturing potentialy a sign of energyeliant firms disappearing in a
constrained environmenEnergys c ar ce Bur ki na F as oassnora sewete thanefor i n
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comparators, many of whom also experienced episodes of privatiZatierall, the evidence suggestatth
the highcost and lowguality of energy is a binding constraint to growth in Burkina Faso.

3.2 Education

Education wasisoidentified as a binding constraint to growth in Burkina F&sespite itdow education

context, Burkina Faso has shown some impra@siin education indicators over tirhéeracy has almost

doubled among men since 2000, and women have enjoyed swift gains aSiguet 8-13). Resources

devoted to education, as measured by the number of schools and classrooms have been increasing, as both
schools and classrooms have doubled or more than doubled sinceF&f)¥¢ 3-14). Gender gaps in
education are narrowing, and gross enroliment rates for primary school have reached near parity in the last
three years of datdhere is some indication that the quality or productivity of edaondtas increased.

Figure 3-13. Rising Literacy Rates in Burkina Faso
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Figure 3-14. Rising Numbers of Schools and Classrooms in Burkina Faso
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Despite these improvements, there is considerable room for prdgtesscy rates, educational attainment

and primary and secondary net enrollment rates in Burkina Faso are among the lowest in tBeixkoréd.

Faso had a totditeracy rate of 38 percent in 2015, with literacy rates of 28 percent for women and 48
percent for menn a 2014 household survey, 77.3 percent of individuals 22 years of age and older had not
completed primary schooDnly 22.7 percent of individuals 22ars of age and older had completed

primary school, while approximately 12.2 percent of individuals had completed secondary school or above.
Burkina Faso’s net enrol |l ment rate for pri mary s
enrolled,was 69.9 percent in 201&hile its secondary net enroliment rate was 26.5 pertsnprimary

and secondary gross enroliment rates are low for countries at comparable GDPFiguets3(15 and

Figure3-16).

Figure 3-15. Primary School Gross EnrollmentRates
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Figure 3-16. Secondary School Gross Enrollment Rates
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The quality of schoolin@nd availability of technically trained or high skilled workforce (scientists and
engineersarel ow r el ative to other comparator countries a
and average for francophone West African countries as reflecledim gr amme d’ Anal yse d:¢
Educatifs de la CONFEMENPASEQ test scoresHigure3-17).

Figure 3-17. World Bank CPIA Scores of Education Quality
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Although low rates of enroliment and low attainment may reflect low demand for rslthisr tharlow
supply, there are two types of evidence available that suggestgpy isa concern

91 First, in World Bank Enterprise Surveys in Burkina Fa&mns, especially larger firmseport that
worker skills are a constrainhkmong companiesvith over 50workers, over 70 percent report that
worker skills are a moderate, major or severe constraint to their operations and growiy. smaller
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firms with five workers or fewer, over 55 percent of companies report that worker training and
gualifications are anoderate, major or severe obstattequalitative interviews, firms and industries
demandng skilled workers also reported a mismatch in skills, in which educated workers do not have
the necessary technicar otherabilitiesto be productive on the job

1 Second, the evaluationoftBeur ki nabé Response to | mproveg Girls
program implemented through the Burkina Faso Threshold Program and Conpdicales that
increasing the supply of classrooms and other complementary mtiensboosted enrollment and
primary school completion for girls, as well as test scoféss evaluation suggests that supply
constraints may indeed be binding, and that the supply of educated and skilled workers would
potentially increase with additioheesources for educatioit.is important to also note the limitation
of this evidenceas the BRIGHT program had limited scope.

Rates of return to schooling, while near the global average -di09p@rcent per year for all workers 15 and
older, are high elative to the global average for younger workers under 30, who have come out of the
education system more recentWhile rates of return are 8.7 percent per year for the full sample, limiting
the sample to workers under 30 raises rates of return t@&s@nt per yealt appears that a key reason
behind this increase in rates of return to schooling for younger workers is that the quality or productivity of
schooling hasmproved as conditional on years of schoolingpunger workers are more likely be able

to read, writeand do basic matfequipped with these skills, which have a labor market return above and
beyond years of schooling, younger workers are enjoying greater labor market oatitneis educational
investments.The returns toeducation estimate for younger workers better reflects the quality or
productivity of current educational investmentsore sathan an estimate including older workefaius

the CA concludes that the price of skills is relatively high in Burkina Faso.

In terms of a relationship between education and grohitivestment, increases in educational attainment

precede an increase in private investment, although there is no indication that the relationship is causal
(Figure3-18).

Figure 3-18. Relationship Between Schooling and Investment in Burkina Faso
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3 Anecdotally, the CA team was also told that the electricity utility had tried to hire for 19 positions in the previous
year, but was only able to fill 3 positions due to a shortage of qualified candidates.
4 Note that in the context of Burkina Faso, unemployment rates and rates of labor market inactivity are low.
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Firms also attempt to circumvent teducationaconstraint by providing training to workers using their

own resources or other external resouritesurvey results reported by tmstitut National de la Statistique

et dela Démographi€INSD), 45 percent oEompaniegeported using means other than statpported

education and training to sed&velopmentor their workersAlso, the electricity utility reported to the CA

team thathey,along with an association of 17 firms through the Chamber of Commerce, had established

an institute to train electricians and electrical engineers to meet the demands oditinggnieslt has also

been reported to the CA team that the gold mining
uses foreign workers to fill most of its skilled worker vacancies.

Finally, skill-intensive firms are relatively scarce in Burkina Faso, w&hdre they do exist, they do not
employ very many worker<Companiesengaging in activities such as civil engineering, miniaigd
information and communications technologT) make up less than 1 percent admpaniesand
employment in firms in a firm suey of Burkina Faso, according tbe INSD. Additional dataon
availability of skilled labor in the service sectoay be need talisentangle thekills mismatchfrom the
skills problem but these data were not aahile when the CA was conducted.

Takentogether, the burden of the evidence on quantities, price, correlations with growth, circumventing
the constraint and “camels and hippos” suggest s
constraint to growth in Burkina Faso.

4 Details onNon-Binding Constraints
4.1 Cost of Finance

Domestic credit to the private sector (% GDP) in Burkina Faso is slightly higher than the average of the
comparator countrie®©ver the 2012015 period, domestic credit to the private sector was 22.2 percent of
GDP, compaed with an average of 20.7 percent for all comparator counffigaré 4-1). Among the
Economic Community of West African StatdssQOWAS countries, only Togo and Senegal recorded
relatively higher levels of domestic credit to the private sector than Burkina Faso.

By broadening the comparison to a larger set of countrigsife4-2), the level of domestic credit to the
private sector in Burkina Faso is slightly &bahe global trend after adjusting for GDP per cafitas

means that Burkina Faso has a slightly higher level of domestic credit to the private sector than countries
with similar GDP per capita, signaling that financing does not appear to be a mawaiodrin Burkina

Faso.
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Figure 4-1. Domestic Credit to the Private Sector Figure 4-2. Domestic Credit to the Private

(% GDP), 201:2015 Sectorand GDP per capita, 20112015
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A plot of the CPIA score for the quality of the financial sector and GDP per c&jmtar€4-3) shows that
Burkina Faso is above the global trend. The quality of its financial sector is better than the average of
countries with a level of GDP per capita equivalent to its own, thanks to rather conservative and strict
central bank redations on financial institutions.

Figure 4-3. Quality of the Financial Sector versus GDP per capita, 2012015
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The comparative analysis of the real interest rate shows that the cadibfs relatively lower in Burkina
Faso.n fact, in 20132015, Burkina Faso's real interest rate was 6.8%, compared to 7.7% for all comparator
countries Figure4-4). Among the twenty comparator countries for which data are available, Burkina Faso
ranks 18' among countries with a real lower interest r&i&. countries in th&est African Economic and
Monetary Union (UEMOAYone have lower real inteserates than Burkina Fastiso, Figure4-5 shows

that in a wider set of countries, Burkina Faso is below the global trend in credit t@st.a reainterest

rate below the average of countries with similar GDP per capita.
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Figure 4-4. Average Real Interest Rate 2012015 Figure 4-5. Real Interest Rate versus GDP pe
(%) capita, 20112015
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According to a study conducted in 261the lack of guarantees is the leading cause of rejection of bank
credit toSmall and Mdium Enterprises and Small and Medium indust@#8Es/SMI9. About twofifths

of SMEs/SMIs had their credit applications rejected due to lack of collateral. The requirements for bank
guarantees are related to the high level of risks carried by SMEs/BMidsis because banks with larger
share of credits extended to risky SMEs will receive poor ratings from the centraltactklimit their

ability to borrow at central bank rates.

However, comparedith the comparator countries andth all the countrie whose data are available, the
amount of collateral requested by the banks (in % of the requested credit) is lower than the Rigenage (
4-6 andFigure4-7). The amount of bank guarantees represents 175.3% of the amount oferyedsted

in Burkina Faso against an average of 187.8% for all the comparator coBitridea Faso is the second
country in the WAEMU zone (after Céte d'lvoire) and the fourth country in the ECOWASwitinthe
lowerst requiredank guarantees.

5 Soubeiga and Strauss, 2013.
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Figure 4-6. Amount of Collateral Requested (in Figure 4-7. GDP per capita versus Amount of
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Moreover, the analysis of the relationship between the interest rate and private invdsgnest-8) over
the period 2002015 shows a low correlation between private investment and the real interest rate in
Burkina Faso.Indeed, the coefficient of correlation between these two variable3.0136 but not
statistically significantwhich indicates that a fall in the interest rate leads to a marginal increase in private
investmentSo, the cost of funding is not a major constraint of private investment in Burkina Faso.

Figure 4-8. Correlation between the real interest rate and private investment in Burkina Faso, 2005
2015
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To determine if firms pass the traditional banking system to access credit, we looked at the relative size
of the micro-finance sector and its relative growth rafbe supply oimicrocredits has evolved between
1.5% and 2% of GDP between 2007 and 206 a substantial grawrate over the 10 year period.
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When we compar¢he growth rate of micrdinance institutions coverage rate agaittst traditional
banking coverage rate, we note that traditional banking grew at arfastdran microfinance imgying
limited bypassing by firms to nemaditional sources of credit.

4.2 MacroeconomicStability

From 1960 to 2016, Burkina Faso's macroeconomic policy has had three main periods:

1. The period of macroeconomic policy before the adjustment policies from 1968830

2. The period of adjustment policies (se#fdjustment and Structural Adjustmenb§ammes) from 1984
to 1999

3. The period of macroeconomic policy conducted under the WAEMU Convergence Pact from 2000 to
now.

The inflation rate behaved differently ovtese three period$he period 1960 1983 was marked by a
strong volatility of the annual inflation rat&he period 1984 1999 was marked by relative control of
inflation, except in 1994, when the effect of the devaluation on prices was not totally contained. The period
2000- Present is one in which inflation has been the most stable.

Over the last decadérpm 2006- 2010,BurkinaFaso's inflation rate was 2.9% and 1.6% in 202015,
compared with an average inflation rate of 7.7% in 20@010 and 6.2% in 20142015 for all the
comparator countriegn each of these two sygeriods, Burkina Fasawas among the countries with the
lowest annual inflation ratéduring the period 2011 2015, Burkina Fasavas the third country in the
ECOWAS zone with the lowest annual inflation rdteis positioned after Niger and Senegal which
recorded respective inflation rates of 0.9% and 1.2%nd this period.

This evidence indicatethat inflation is not a constraint on economic growth or private investment in
Burkina Fasolndeed, inflation has been low (below 3%) over the past decade,betfileconomic growth
andprivate investmenhave leen weakThe high level of private investment in the period 192600 is
linked to the privatization of enterprisashile that of 2011 2015 is linked to mining investments. The
value of the coefficients of determination confirms that the correlagbmeen the growth rate and inflation
andprivate investment and inflatiois low.

The fact thathe dollar or Eur@renot commonly useds an indication that economic agents do not have
to use a relativg stable currency to circumvent existing prinereasesnd currency depreciation.

In conclusion, the tests show that inflation is not a constraint for private investment and economic growth
in Burkina Faso

4.3 Microeconomic Risks

Microeconomic Risksincluding LaborRelated Taxation and Regulation and the Judiciary were identified
as serious growth isssi@lthough not binding constrasgitio growth in this analysis.

Property Rights

Property rights in Burkina Faso have been protected and improved by legalsrgfot in place by the
constitution of 1991, among other documemr{scording to indices from the Heritage Foundation, the
property rights score in Burkina Faso is reldiveigh comparedo other countries at the same GDP per
capitalevel. Although pocedures for transferring property have been streamlined as a resulVébiiae

B a n Boing Business progranndicators of the costs of transferring property remain high.
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Corruption

Perceptions of corruption in Burkina Faso are hig
mild improvement in transparency in public institutio@ven this mixed evidence we do not identify
corruption as a constraint to growth in Burkina Faso.

Taxation

While taxes as a percentage of profits have been failiatallin Burkina Faso, and are average relative to
comparatorstaxation presents a potential issue for future growth t he Wor |l d Bank’'s Ent
alarge majority of firms repw thattaxation and tax administration are a major or very severe obstacle to
business, although the survey does not distinguish between overall taxation and labor taxation.

Labor Regulation

In terms of labor regulation, although the minimum wage andraibpects of the labor code are about
average relative to comparators, the ratio of the minimum wage to labor productivity is somewhat high
relative to other comparator countriekalf or more of firms report that the labor code is a moderate, major

or severe obstacle to business operations and growth in the Enterprise Survey for Burkina Faso, with larger
firms more likely to report that it is a severe obstacle.

Judiciary

Finally, the judiciary may pose a challenge for firms in Burkina Faso, particutadgrisitive industries

such as financaVhile Doing Business indicators of delays related to contract execution are low, the cost

of contract executionishigh.n t he Enterprise Survey, firms report
judicial system Hrms alsoreport that the judiciary is an obstacle to business at rates that are higher than
would be expected based on GDP levels aldhere is anegativecorrelation between the cost of executing

contracts and private investmehinally, inteviews with the bar association of Burkina Faso indicated that

use of arbitration to circumvent the court system was on the rise.

4.4 Health

Health was identified to be a serious growth issue although not a binding constraint to growth in this
analysis.

Although life expectancy has been rising and mortality rates have been dropping, health indicators point to
deficiencies in both child and adult health in Burkina F&okina Faso is an outlier among comparator
countries in terms of its malaria burdéalariais the greatest contributor to disabiliigjusted life years
(DALYSs) lost for both adults and children overall (IHME, 2015), and poses the greatest problem for the
south of the countryHigure4-).
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Figure 4-9. DALYs Lost by Cause in Burkina Faso
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Malaria incidence is high relative to comparator countiégufe4-). Childhood undernutrition is severe
as well, particularly in the East and Sahel regidhdrition data from the World Health Organizatisimow
that Burkina Faso performs poorly relative to comparators on measures on childhood natpaaticular,
its rates of low weightor-age and low weighfior-height are significantly greater than rates for-Salharan
Africa as a whole and greatdran rates for most comparatovghile rates of stunting overall are lower
than the average for st#aharan Africa, they are higher than the average feSahlaran Africa in the East
and Sahel regions, at 4Bd 47 percent respectively.
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Figure 4-10. Burden of Malaria in Burkina Faso and Comparator Countries (in million cases)
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Better health is associated with higher incomes and test scores in Burkina Faso. Analysis of individual

level income data, linked to data on negative health episodes, indicate that adult health may have a causal
effect on productivity and incomé&mong workers ovethe age ofl5, in a healttaugmented Mincer
regression, a negative health episode during the lastfonths was associated with a loss of income of 6
percentage pointdlineteen (19percent of adults ovéne age ofl5 experienced a negative health episode
in the four months prior to being surveye&dbntrolling for household fixed effects, a negatiealth
episode was associated with an 8 percentage point decrease in imccadéition, evidence from a
randomized controlled trial of schebhsed feeding and takeme rations for girls in rural northern

Burkina Faso indicates that nutrition intervensoncrease both enrollment and math test scores (Kazianga

et al, 2012).

The evidence for a link between health and growth is mM#ten examining longun trends in mortality
and life expectancy in Burkina Faso, there is no indication that health innpaettment and growth rates
Growth rates increased during the 1990s while improvements in life expectancy stagr@sdsince
started to grow in the early 2000s from 50 to 58 ta@kgure4-). Howeverbroader economic literature
suggests that health may have a positive impact on growth in income per capita, as long as gutputh in o
outstrips population increasekhese increasese also indications of overall welfare improvements (Weil,

2007; Bloom and Canning, 2000).

Figure 4-11. Life Expectancy in Burkina Faso(years)

70.00

60.00

50.00

40.00 -""_-___-___-—ﬂ-“‘f/’/’f‘ﬂﬂr_

30.00 3448

20.00

10.00

0.00
o N T W
©® W W ©
a a a O
= = =

Source: WDI (2017)

1968
1970
1972

1974
1976

1978
1980

4.5 Non-Energy Infrastructure

Roads

Bur ki na

Faso’

S

fi

1982
1984
1986

r st

1988
1990
1992
1994
1996

Compact

1998

2000
2002
2004
2006
2008
2010
2012
2014

i nc |. Altticaigh tha redults ofg e

$19

the Compact | investment remain to be seen, the quality and quantity of roads as well as the price of transport
services continue to bemoblem for the countryin a landlocked country such as Burkina Faso, road
infrastructure is critical for the growth of both local commerce and international tradk.of road
infrastructure can limit the movement of goods and services and increas&cti@m costs, hindering

economic growth.
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Burkina Faso has a network of about38l km of roadsandapproximately 342 km ofthem are paved

The road network has been expanding slowly, and Burkina Faso has a deficit in terms of both road density
and quéty relative to comparator countrieglthough it is close to the averagdetprice of transport
services is somewhat high relative to the average among compéfatally, there is a positive correlation
between valuadded from the transport sectodanvestment.

Anecdotally, although the evaluation has not been completed, there has been limited traffic density on roads
rehabilitated and built under CompactThe MCC and Core Teams are working to obtain the relevant data
on traffic countsAs such, roads were not identified as a binding coimétta growth in this analysis.

Railroads

The railroad network in Burkina Faso has about 623 km of rail but only 517 km of this network is in use.
The network consists of a single line linking Kaya to gagougou and Abidjant has been under
concession since 1998he Ivoirian conflict was an impediment to the financial and economic profitability
of the railroads for many years.

The railroad does not seem to be a major constraint to growth. The qdidhty @il is average and we
cannot confirm a significant correlation between the railroads crises and GDP dgfow#ver, it is worth
noting that expnding the railroad network (e.g. adding spurs) could improve the quality of roads, through
which all goals are transported, and lower the cost of transportation of goods and people.

Ports

Burkina Fasois a landlocked country, but 90% of imported goods come through puopsrted goods
transit through different ports includidgb i dj an ( Cot eu @énih)yvLomérTe®go), andCTerhao n
and Takoradi (Ghanah addition Burkina Faso has two dry ports managed by Bolloré Port (SETO, TRCB
Ouagadougou and TRGBobo Dioulasso)Using multiple ports creates competition and reduces the risk
of service interrupons.

Port infrastructure does not seem to be a major constraint in BurkinaBrtakma Fasoranks slightly
worse than the average among selected comparatpst performangebut when compared to a larger
set of countries it performs slightly aboveettrendline.However according td-oster andBricefio
Garmendia (201Qmany enterprises continue to see ports in Burkamoas a major problem, particularly
when it comes taustons procedures to remove goods from the ports.

Airports

BurkinaFasohastwo underutilized international airporiBhe quality of these airpais average or slightly
worse than averagé\vailable seats for passengers arriving or departing are below avétagever
demand for seats remain below supg@lgrroborating the CA fiding, Marc Raffinot and AlainSiri (2015)
also found there is no urgent need foriiddal airport infrastructure.

4.6 Market Failures in Innovation

To measure the opportunity cost of innovation and sophistication, we relied on the rate of adoption of
technology in Burkina Faso and compared it across comparator counlreeassumption here is that

higher adoption rate implies higher return, holding everything else con$tatéchnology is profitable,

more people are expected to adoptite find lower than average adoption rate of technology (both
nationally and at the firm level) in Burkina Fasontrolling for GDP jmplying low return to innovation.

In other words, the opportunity cost of technology is not high in Burkina Faso.
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We note a negate correlation between private investment and innovation, on the one hand, and between
public investment and innovation, on the otifetoption of innovation does not necessarily lead to higher
private investment.

The dare of processed expsdestined ér both firms and householdsdiaeen sharply declining since
2005. Burkina Faso's exports of highchnology products are in a good position compared to other
countries.Less than 15% of manufactured products exported from Burkina Faso artedhigblogy
productsBut this share has been falling since 2013 to around 6.5% in B8d&usgold and raw cotton
becamefirst and second export products over the same pefiechnologyintensive firms are sloky
becoming relatively less prevalent in Burkina Fa&lthough mining is attracting technologytensive
upstream value chain activities, most of them do not spillover into the rest of the economy. Despite this
downward trend, highech exports as a shasemanufactured exports relatively higher than thaverage

of comparator countries.

We conclude that market failures in innovation are not a binding constraint to growth.

4.7 Natural Capital

Land

Levels of arable land per capita and cultivated area per capita have been constant in Burkina Faso, while
declinng in many comparator countriad’hen considering croplands over the period 208314, Burkina

Faso is just below the average for all the comparator countries but slightly above average when excluding
Niger as illustrated ifrigure4-. When considering cultivated larfgligure4-), we also note that Burkina

Faso is near the top of the group of comparator countries.

Figure 4-12. Croplands 20042014 in Figure 4-13. Cultivated Land 20042014
comparator countries
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Using the Worl d Bank'’esalsdconsieyed Bathslanth ecgissratiod athtda |, w
administration procesdle note that compared to other countries with similar GBR,r ki na Fas o’
registering property score and land administration quality scores ataveérage andbove the average
respectively

Variation in arable land and cropland is negatively related to changes in per capita (Rignme 414).
This shows thabecause of very low yields$he extension of farmlands does not result in a significant
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increase in productiomhese lowyields are due to the ndand related constraints that are still hampering
the agricultural sector.

Figure 4-14. Correlation betweenCroplands and Figure 4-15. Correlation between Croplands
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The weak correlation between cropland and investnasritlustrated in figure-45, plus the results of the
price test lead us to conclude that land is not a binding constraint to private investment.

Water

When comparing internal renewable water resources per capita with comparator cganerage of
comparators in red lingBurkinaFaso is clearly water scares illustrated in Figure-46. Even when we
account for country economic size, Burkina Faso is water scarce.

Figure 4-16. Internal RenewableWater Resources per capita
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We compared water productivity across countries as a proxy for the price of. Wwatder
productivityrelates to the amount of yield per unitvedterused Waterproductivity is a good measure of
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the opportunity cost of wat&/hen we compare water productivity acressnparatoicountries(average

in horizontal axis)it tells us that water, as currently used for crop production, may or may not be best suited
for that use as illustrated by the difference in yields across cotopauntriesFor Burkima Faso, we

argue thathere is roonfor improvement in wateas illustrated inFigure4-.

Figure 4-17. Water Productivity
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The correlation between renewable water resousred both GDP and investment show mixed results.
While the correlation between renewable water resources and GDP per capita is positive, it is negative
when consideringte case of investment

The widespread use of zai planting/soil improvement technique is an indication that farmers are facing
water resource constraints to their production activitlesss land is allocated to waietensive
agriculturalproduction such as ricdecause water is a constraint in Burkina Faso

5 Conclusion

MCC is founded on the principle that private sedtar economic growth is critical for achieving
sustainable development that raises standards of living and improves HaweopmentRecognizing

that private sector investment is low in most low income countries, MCC uses the canalralysis to
identify the binding constraint to private sector investmémBurkina Faso, the economigtentified high

cost, low qually, and low access to electricity and lack of a skilled workforce as binding constraints to
private investment and thus limiting economic growth and poverty reduction.

Addressing these constraints will bring about economic growth in a number of wayhl&electricity
promises to yield transformational changes in an economy by increasing the share of productive firms.
Reliable electricity willfor exampleincreaseshare of high productivity sectors suchnaanufacturingn

the economyln Burkina Fasowe anticipate that reliable electricity will in the short term reduce the cost

of production for existing firms as they will no longer need to rely on expensive generators. In the long
term, reliable electricity will increase the share of electricity sitenfirms including those operating in

the manufacturing sectoBy generating more job opportunitiefiese structural changes will be the
platformon which growth and poverty reduction will occur.
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In Burkina Faso, we anticipate that addressing théssdp will yield heterogeneotscrease in labor
productivity that will vary across age of the traineewever, the gestation period for the realization of
this anticipated benefit is rathencertainas it is contingent on skill demandfithe market.
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6 Annexes
6.1 Annex A: Gender and Social Inclusion Dimensions

6.1.1 Poverty Profile

Burkina Faso’ s povert .y attmescontradictoncpscturgSavieral tneasuresa mp | e x
poverty have seen significargductionsFor example, by 2016, the poverty headcount ratio at $1.90 a day
(2011 PPP) was 43.7 perce@bmpared to its level of 55.3 percent in 20@ poverty rate has decreased

by 12 percentage pointslsing national poverty lineshat trend is cosistent with the trend in poverty
headcountThe Gini index was at 35.3 percent in 2014 (World Bank 20Lfis is also a significant
decrease when compared to the figure of 39.9 percent calculatedibstitug National de la Statistique et

de laDémographiefor 2009 (INSD, 2015)Not only hare absolute numbers of poor declined in both urban

and rural areas by international measures, but the depth of poverty has declined significantly (from 15.1 to
9.7 percent) and its severity has decreased Igh@ @ percent to 3.3 percent) according to national figures
(INSD, 2015).That said, according to the INSD, the 20 percent most affluent shared 44.1 percent of total
consumption in 2014 (INSD, 2015)he income held by the lowest 20 percent was 8.3 peine2016,

which indicates a rise from its 2010 level of 6.7 percentr{tMBank, BurkinaFasocountry profile 2016).

While national averages seem promising, they hide enormous dispdriti@€14, the urban areas
demonstrated considerably lower povertes (14 percent) while the rural areas experienced much greater
degrees of poverty (48 percerxcording toINSD (INSD, 2015) rural poverty contributes to 92 percent

of the national incidence of poverty, accounting also for 93.4 percent of the dquikiesty and 94.0
percent of its severity.

Regional disparities in poverty incidence are noteworfiilge Central East region (which includes
Ouagadougou) has a poverty rate of 9.3 percent and is four times less poor than the national average (and
is evenless poor than the national urban averagb® Sahel (21 percent), the Cascades (22 percent) and

the HautsBassins (34 percent) regions are also well below the national avé@tageegions with the

highest poverty rates are the North (70.4 percentBthuele du Moloun (59.7 percent) and the Cemt

Ouest (51.7 percent) (INSD, 2015).

6.1.2 The Position of Women

Women in Burkina Fasaregreatlydisadvantagedhe country ranks 185 out of 188 countries in the 2016
UNDP Gender Development Index (GDThe GDI rdlects gender inequalities in achievement in the same

three dimensions of the HDI: health (measured by female and male life expectancy at birth), education
(measured by female and male expected years of schooling for children and mean years for a@&its aged
years and older); and command over economic resources (measured by female and male estimated GNI per
capita). The female HDI value for Burkina Faso is 0.375 in contrast with 0.429 for males, resulting in a
GDI value of 0.874placingthe country intoie Low Human Development category.

While Burkina Faso has one of the highest fertility rates in the world with 5.6 births per woman, access to
reproductive health care is loin. 2015, only 66 percent of births were attended by skilled health personnel
andonly 34 percent of women married or in union used any contraceptive method (Global Gender Gap
Report, 2015)For every 100,000 live births, 371 women die from pregnancy related causes, and the
adolescent birth rate is 108.5 per 1,000 women of agd9 13NDP 2016)While the maternal mortality

rate declined by almost 49 percent over the past 25 years, [from 727 maternal deaths per 100,000 live births
in 2005 to 371 in 2015 (World Bank, 2015)], it remains high and far from the target of a 75 percemrreduct

as set in the United Nations Millennium Development Goals.

31



While the legal status of women has been clearly defined in several key legislations and policies (e.g. the
1989 Family Code, the 1996 legislation prohibitisgmale Genital Mutilation, and the2009 National

Gender Policy), customary practices still discriminate agaamst marginalizewomen.For example, the
difference between legislation and customary practice regarding age at marriage disadvantages women and
girls. The Family Code sets tlmeinimum legal age for marriage at 17 years for women and 20 for men.
However, the incidence of girl child marriage (before the age ofsl@pwards of 53 percelfivith 10

percent of girls married before 1&hd the average age at first marriage is 17a88syboth higher than

regional averages (OECD SGI, 2016his is significantas age of marriage is correlated with educational
attainment, health and spacing of childrand economic achievement.

More than 40 percent of married women live in polygamous marriages within which the poverty incidence

is higher, andevirate marriagelthough forbidden by law, is still practicddn addi ti on, “ Ol der

more likely than older men to suffer violations of their rights in the form of violence and abuse, for example
because of witchcraft accugCGEDAWReport, dufy 2080). | evel ed

Burkina Faso has had several agrarian reforms in the last two decades (1984, 1991 ahthdee&e

most current law, land ownership is vested with the state, but can be transferred to private yhedsons.

the law, men and womehave equal land rightgvhile national legislation does not formally discriminate
against women, in rural areas customary law is respddfeh marriagea manis expected to allocate to

his wife land for her own agricultural activitied/lomen controltte crops they grow (although these must

be used to meet the household subsistence needs) and a share of the crops grown through their labor in their
husband®# 2010 Howsehadldssurvey found that 54 percent of men are the sole owners of a home,
compaed to 5 percent of womem addition, 51 percent of men declatbdt they ownedand, compared

to 32 percent of wometn most cases, men were the sole owners of the land (37 pef@entpgraphic

and Health Surveyor DHS,2010).The practical resultfahis customary land ownership arrangement is

that women are unable to claim land as an asset for collateral when seeking credit, which in turn further
marginalizes their participation in the economy.

In 2009,Burkina Faso passel law requiring politicalparties to have a minimum of 30 percent female
candidates on their candidates listlfegislative and local electionBut by the November 2015 elections,
only 14 women were elected to parliament, représgitl percent of the 127 seaBurkina Faso naks
153 out of 193 for gender parity in parliament on the 2016 Gbik disparityis a clear example of an
instancan whichnames on a candidate list have not translated to substantial elected represasttisn,
law originally intended.

In the 2010 BIS, 15 percent of women reported experiencing sexual and/or physical violence by an
intimate partner in their lifetimé-orty-four percent of women believe tthusband is justified in beating

his wife for at least one of the reasons cited (burningabd farguing with her husband, going out without
telling him or refusing to have sex with her husband

Burkina Faso does show progress with regards to eradicating Female Genital Mutilation (FGM),
criminalizing the practice in 1996 and again in a 2005daweproductive healthn addition, a national
actionplanfor2002 013 was put 1into place, calling f'or ' Z
Although FGM prevalence is still high in Burkina Faso (76 percent of women reported having had the
procedure done [UNICEF 2016]), evidence suggests a steady decline in the pBaotgea Faso is one

of the few countries in the region to have prosecuted perpetratorslawdeanning FGM.

6.1.3 Gender, Social Inclusion, and Human Capital

In spite of recent mestments, Burkina Faso is burdened with a legacy of tedierationThe adult literacy
rate in Burkina Faso is one of the lowest in the world with only 30.8 percétdrateadults (World Bank
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2015¥. Disparities in literacy are significant bobietween urban and rural areas, where literacy rates are

62.9 percent and 19.2 percent respectivatylalso between the sexes, with literacy rates of 42.5 percent

for men and 19.7 percent for women (World Bank, 20E8yucational enroliment in Burkina Fafllows

a pattern found in many ofthesabont i nent ' s countries, with rates f
for rural students and, in particular, gids.2015, the primary school enrollment rate was 69 percent for

boys and 66 percent for fir At the secondary levelhé numbers are 23 percent and 20 percent
respectivelyOnl y 3 percent of girls make it to the tert
ratio (6 percent) [World Bank, 2015]. In 2016, Burkina Faso ranked 123fdutdocountries overall in

terms of female educational attainment (World Economic Forum, 2016).

The likelihood of access to paid employment (modern sector jobs) for a Burkinabé woman is correlated

with her education, peaking with a high school educatiwhen compared to needucated women,

Burkinaké women who obtain secondary education increase their probability of getting @aragey job

by 28.1% and those obtaining higher education by @R1%, 2016).Fur t her mor e “si ngl e
better access to age employment than single men with the same education level, except for higher
education where the percentages of men and women
WP/16/118 2015 owever, these opportunities for educated wodrasticallydiminish whentheymarry.

6.1.4 Gender, Social Inclusion, and Energy

The vast majority of Burkinabé live in a situation of energy poverty, defined as the lack of adequate modern
energy for the basic needs of cooking, heating and lighting as well as the delivenc @neagiy services

for schools, health centers and other community infrastructure and income generation (IEA, 2013).
Approximately 13.1 percent of the Burkinabé had access to electricity in 2012 (WB, data.org) and less than
5 percent in rural areag/hile thec o u n tate gf ‘elsctrifications currently about 25 percent in terms of
territorial coverage, less than 20 percent of households have electricity, with an energy supply that is not
reliable (with frequent power failures) and comparatively expengRapport annuel de la zone franc,
2016).In Burkina Faso, accessttre electricity grids one of the best proxies for household povstdyus

With the overwhelming bulk of the electrical grid found in urban areas, choice of and access to energy is
determined by location of residenddrban households not attached to the costly electric grid must purchase
fuel. Though dated, a 1995 resource notes that an urban family in Burkina Faso typically spends 20 percent
of its income on fuels (Barnes, 199Mlost rural households rely on biomass for their energy needs.
Biomass is often of low quality, emitting smoke and particulates that are harmful to. i@alldcting

biomass is alslabor intensiveandseveral hours a dayespent in gathering (Reddy, 200). Furthermore,

due to climate change and desertificatithre supply of biomass fuel is becominguser, increasing the
distance to the source of supply and raisinddfiel of effortrequired to collect it.

In Burkina Faso, women and childrerperience the brunt of energy poverty to a greater degree than men.

This includes an increased burden by women and children in the labor intensive tasks of productive work

and reproductive household responsibilitizs well as greater exposure to theltheasks linked to solid

fuel use.The WHO, in evaluating negative effects of cooking with solid fuels, has strong evidence that

solid fuel use causes pneumonia in children under five, and chronic obstructive respiratory disease (COPD)
inadult womenThe e i s “moderate” evidence | inking solid f
cancer in adult women, tuberculosis and cataracts. (Legros, 200®frican, multicountry household

survey that included Burkina Faso and Ghana fabatB7 percent ofural trips to collect biomass are on

foot, with women completing 65 percent of the total (o198lpercent of all domestielated trips) and

6 Defined as being age 15 or above and able to read and write.

33



carrying an average daily load equivalent to 20 kilograms over a distance ranging from 1.4 to 5.3 kilometers
(MalmbergCalvo, in ECOWAS, 2006).

6.1.5 Trafficking in Persons
The US. Department of State considers Burkina Faso a Tier 2 country in terms of Trafficking in Persons.

Tier 2 designation is given to countriestaehat “ dec
making significant ef nisr2016 reporg then® BepartrhentofsState writea nd ar d
that Burkina Faso is “a source, transit, and dest

| abor and sBukinabafthckidnegn” are transported to Cot
labor or sex traffickingConfiage sending a child to live with a relative or friend in order to attend school,

is practiced in Burkina Faso and can potentially render a childralilesto exploitation. Traffickers recruit

women for seemingly legitimate employment in Lebanon, Qatar, Saudi Arabia and various European
countries buthensubject them to forced prostitution.

Burkina Faso is a transit country for traffickers transportinigi | dr en fr om Mal i to Cot
destination for children subjected to trafficking from neighboring countries, including Ghana, Guinea, Mali

and NigeriaWomen from other West African countries are falsely recruited for employment in Burkina

Faso and subsequently forced into prostitution, involuntary labor in restaurants, or domestic servitude in
private homes.

The GoBF has not yet fully met the minimum standards for the elimination of trafficking; however, it is
making significant efforts talo so.The GoBF reported an increase in the number of prosecutions and
convictions of trafficking offenders, has begun to regulate the unregistered Koranic schools that subject
students to forced begging, and continues to train authorities and sociatsmankeictim protectionlt

also increased its funding for victim services (United States Department of State Trafficking in Persons
Report 2016).

6.1.6 Child Labor

As in many developing country contexts, children in Burkina Faso are often required to agsist the
household to meet subsistence nedth® United States Department of Labor (DOL) found in 2015 that
42.1 percent of Burkinabé children aged 5 to 14 are economically productive (working), which is
comparable with other countries in the selgion. Child labor includes activities like animal raising,
agricultural planting and weedindomestic labor and street work such as selllinge worst forms of child

labor in Burkina Faso are found in cotton production and the mining sector, where children aedyroutin
forced to carry heavy loads and are exposed to pesticigside and mercury, as well as illicit activities

like begging, drug trafficking and commercial sexual exploitation.

In the same 2015 report the DOL commended the GoBF for making signiftbamtcemergtin efforts to
eliminate the worst forms of child labdrhe Government adopted a revised mining code that includes new
provisions prohibiting child labor in mineghe Government also renewed its annual National Action Plan

to Combat Traffickig and the National Program for the Fight against Child Labor on Artisanal Gold
Mining Sites and Quarries. In an effort to improve data collection efforts related to child labor, the Ministry
of Social Action and National Solidarity established a basigiated data system on child protection that

is linked to all 45 Committees for Vigilance and Surveillance throughout the country. However, a lack of
labor inspectors and limited resources for the systematic enforcement of child labor laws impede
governmentfforts to protect children from engaging in the worst forms of child labor.
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6.2 Annex B: Finance and Productive Sector Analysis

A Productive Sector Analysis by Dalberg found that agriculture -pgroessing, extractives, livestock and
renewable energy engg as higkpotential sectorsSpecifically, while agriculture and livestock are already
leading growth sectors, agpocessing and solar energy are emerging asgotgmtial sectors for future
growth.Meanwhile, he extractives sector, is a current drigéeconomic growth and offers opportunities

to bolster rural economic development by offering professional skills development opportunities, exploring
renewable energy investments and catalyzing the growth of a local manufacturing sector, as oties countr
with strong mining industries have doride analysis also found that the Burkid@zonomy struggles to

grow due taconstraints in human capital (such as a lack of basic business and technical skills) and market
failures (restrained access amibken linkages, along with poor infrastructure and burdensome customs
regulations). Additional detail is given below, taken from the Executive Summary to the Dalberg
presentation on the Financial Sector.

Burkina Faso has the potential to make majoreconomic strides but faces challenges to its
development. Indeed, with an annual population growth rate of 3% and an increasingly youthful
population, the country is poised for the emergence of a more dynamic ecdtomegver, only 34% of

the population he a secondary education and the unemployment rate hovers aFadbermore, the
Burkinaké economy remains dependent on gold and cotton exports, which together account for nearly 90%
of the country’s exports and ngirvolatle goldand eottan prices.t r y
Thus, while the outlook for future economic growth in Burkina Faso is promising, the country must take
sizeable steps to harness its demographic potential and diversify its economy.

Agriculture, agro-processing, extratives, livestock, and renewable energy emerge as higbtential

sectors. Specifically, while agriculture and livestock are already leading growth sectorspragessing

and solar energy are emerging as fighential sectors for future growtdeanwhile the extractives sector

is a current driver of economic growth and offers opportunities to bolster rural economic development by
offering professional skills development opportunities, exploring renewable energy investments and
catalyzing the growth oflacal manufacturing sector, as other countries with strong mining industries have
done.

Despite the potential of these sectors, there #xiseé major constraints that impede their growth:

1 Human capital is a primary constraint that manifests across both he informal and formal
sectors.In the informal sector, companies lack: (i) basic business skills, such as financial literacy and
accounting and (ii) technical skills, which stem from an absence of training on how to produce to high
guality standardddowever, these challenges persist in the formal sector as well. Indeed, formal sector
enterprises need training in business development services, such as developing competitive products
and creating coherent growth strategy plars even for those businessimers who have received a
formal education, a lack of practical and technical field experience makes the process of starting and
scaling a business much more challenging than SME owners initially antjcipate

1 Market failures are another overriding constraint to growth, with restrained market access and
broken market linkages impeding all higbtential sectorsA poor road network and corrupt customs
officials limit the ability of producers to bring their products to both domestic and external markets
Weaklocal value chains and the prohibitive cost of input materials challenge the ability of producers
to assemble products and sell them competitjvely

9 Access to finance is a major constraint, mainly for emergent sectors in which existing companies
are already somewhat capitalized For example, in order to be operational, solar energy companies
and agreprocessing units already have some degree of financial managementDeg|iéte these
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skills, however, they struggle to access finance because banks ardianfeith their businesses and
hesitant to extend credit to SME&is is particularly problematic in these two sectors, which tend to
consist of mediunsized businesses that require sizeable investments in expensive machinery to scale.
On the other handgriculture and livestock businesses tend to be run on ascasél and require basic
financial management training to even apply for loans appropriately, let alone use the funds effectively.
For the smaller firms in these sectors, basic human capitadisi\éo be developed before extending
financi al access to make sure that | oans are useée
these sectors in the futuyre
1 While access to energy and ICT are limited, both pose only moderate constraints to g, as
larger firms have found ways to adapt to little access, while small/informal firms largely do
without. Interviews with stakeholders identify that the primary barrier to accessing energy and ICT is
notthe lack of infrastructurdyuta lack of bottbusiness skills and financial acce$his barrieiinhibits
business s ' #olstraledize gboutand invest ir-improved infrastructurel hus, i mpr ovi ng !
awareness of business development strategies and increasing their access wouedielp them
obtain the capital needed to invest in energy and internet access.

Within this context, there are three highpotential mechanisms to address these challenges for MCC
to consider moving forward:

1 Strengthen human capital: Providing apprenticghips and skills workshops enable the local
workforce to improve their technical expertise and financial management Gkiltsately, improving
workforcecapacitc an unl ock the potential of Burkina Faso
employment and galvanize economic groyth

9 Facilitate access to affordable primary materials:Encouraging publigrivate partnerships could
enable SMEs to access heretofore expensive and inaccessible inputs, such aseadiiaghseeds,
affordable animal foddeand highquality solar technologylndeed, improving access to primary
materials would drive greater economic growth by allowing SMEs in-higantial sectors to attain
critical inputs, achieve a greater profit margin and invest further in their bseges

1 Improve financial accessProviding flexible financial resources to banks, such as guarantee funds and
refinancing capital, would encourage their lending to SMEs in priority sectors, paljidfiidrese
financial resources were coupled with trainiiag banks in how to recognize valuable and viable
projects in noftraditional and inherently riskier sectors.

As MCC and the GoBF move forward with compact development, they can consider further analysis in
these higkpotential sectors to identify speciforogram interventions that will help unlock sustainable and
inclusive development.

An additional Financial Sector analysis found that while SME growth is essential for the development of
the Burkinal® economy, many SMEs struggle to access finance ddeattenges in the supply, demand,
intermediation and enabling environment of/for suitable financial prodDespite these challenges,
access to finance is not a primary constraint to growth but rather a symptom of other underlying factors
which make SMEsinbankable, risky investmen8ME risk factors include poor managerial and business
skills, significant human capital challenges, and multiple market failWéh.a failure rate of over 90%
within five years, banks are reluctant to develop and/or tdflered financial products to help SMEs meet
their growth prospect$mproving the conditions for profitability and success for SMEs should be the first
step in helping to increase their access to affordablestkyng capitalUltimately, this type ofntervention

has the potential to drive the Burkiegconomy forwardAdditional detail is given in the summary below
from Dalberg.
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SMEs comprise approximately 80% of all firms in Burkina Faso and catalyzing their growth is a priority

of the Burkina@gove nment ' s economi ¢ Amndewhile ISMEpgmeth is essehtialdot e g y .
the development of the Burkindleconomy, many struggle to access finance due to challenges in the
supply, demand, intermediation and enabling environment of/for suitableifihprmducts Specifically:

1 On the supply side, financial institutions offer few attractive financial products to small and
medium enterprisesBur ki na Faso’'s financial services sectoc
risk-averse and have strict taikeral requirements (120% of the loan) that are rarely met by small and
mediumsized businessedicro-finance institutiongMFIs), which are intended to work with small
businesses, struggle to raise capital and, even when they offer loans, theirratesesinge from 15
17%, which is cosprohibitive for most SMEs

1 On the demand side, mediunsized enterprises in capitaintensive sectors face an unmet need
for finance. These enterprises are either too large for riicrance institutions or unable teet bank
criteria to access credit, resulting in a major financing lyigsofinance could help to fill this gap but
remains nascent in Burkina Faso.addition, high sector informality and low SME financial literacy
mean that most enterprises are unéblabsorb a major influx of credit even if approved for a lt@n.
this context, some enterprises opt not to approach banks in the first place

1 Intermediation remains a critical challenge in Burkina Faso given significant information
asymmetry between finacial institutions and businessesMost businesses are unaware of the
specific policies that are in place to support their growth including financial products and offerings
which might be more suitable for their neeBarthermore, banks argbvernment entities often lack
direct communication channels to SMEs

9 Finally, while regional bodies and the Burkigaipvernment have made efforts to improve access to
finance, the enabling environment remains problematic.Public inclusion funds cannot @ess
sufficient finance to lend to undeerved segments; the limited reach and scale of credit bureaus means
that MFIs have limited access to information; and poor protective measures for minority investors
makes it challenging for SMEs to attract invesirn

Bur ki na Faso’s financi al s e ¢ t o rNonethelask, ddespitee thefeu n c t i
challengesaccess to finance isot a primary constraint to growth but rather a symptom of other
underlying factors which make SMEs unbankable, riskw@stmentsFor example:

1 Almost universally, SMEs in Burkina Faso have poor managerial and business skillslany are
unable to produce reliable financial statements when requested, meet minimum accounting standards
or produce a basic business pl&ince baks prioritize management skills in the evaluation of loan
applications, most SMEs are deemed to be unattractive candidates and unsuitable fantbanen
if many SMEs had more finance, they would likely struggle to put the additional capital to gmod u
given their poor business skills

1 SMEs face significant human capital challenges, struggle to retain talented staff, and are unable
to produce high-quality, competitive products or adapt to market conditions given their talent
gap.Banksusetheenteips es’ team as one proxy tlinthesabssneess t he
of being able to put forth a higduality team, SMEs do not appear to be creditthy;

1 SMEs grapple with multiple market failures. The Burkinalé private sector is characterizéy high
and unreliable input costs; a large informal sector that pushes down prices and quality for formal sector
enterprises; and uncontrolled imports that further contribute to lower pritesn combined with high
costs of production due to an energgnopoly and poor infrastructure, most SMEs in Burkina Faso
are not competitive within their respective markets, nor can they artitolatenancial institutiomow
they will overcome these obstagle
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Thus, when faced with an SME applicant with poorifess and management skills, human capital
challenges and the inability to compete and be profitable, banks will not extend a loan. In th@way,
access to finance is a symptom of these underlying factors which must be addressed before SMEs can
reliably access finance and help drive thBurkinabé economy forward. Within this context, actors such

as MCC might consider a combination of financial sector and business environment interventions to help
catalyze economic growth in Burkina Faso. Specifically:

1 In the short-term, actors can work to (i) stimulate the growth of nonbank financial institutions
and (ii) consider increasing financi al instituti
to engage in more flexible lending and provide finance taited to the needs of SMEsStakeholders
such asSociété Financiere de Garantie Interbancaire du Burl8@F(GIB) and the Central Bank
might be suitable partners in such an approach, particularly in the provision of more affordable and
flexible guarantee struments

1 In the medium-t e r m, stakeholders can help reinforce SM
development services and trainingEntities such as the Maison des Enterprjsdsarge for these
servicesMCC and partners might consider scaling theseises and making them more accessible to
small businesses, many of which cannot afford them

1 In the long-term, stakeholders can help address some of the more fundamental issues of SME
competitivenessy improving human capital, encouraging more sector formality and working in high
priority industries to address ongoing market failures (e.g., high input costs, monopolies, etc.).

With a failure rate of over 90% within five years, banks are reluctadetelop and/or offer tailored
financial products to help SMEs meet their growth prospédtsis, improving the conditions for
profitability and success for SMEs should be the first step in helping to increase their access to
affordable, long-term capital. Ultimately, this type of intervention has the potential to drive the Burkinab
economy forward.
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